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1.

~ I'must point out that even if actual eurrﬁy Tigures were available, they
would not be of great value for analytic purposes because during the peried
between the end of World War II and the advent of the Communist, the Chinese
dollar wes steadily and rapidly depreciating, and it would de nearly impessibdle
to convert amcunts in Chinese dollars into tay stadble currenay at a realistic
exchange rate. A payment made in 'January would have to de oconverted at a
different rate from one made in Jume or in December. Further becsuse of
the currency depreciation a violent inflation of domestio prioces eocurred.
Thus payments for local products or for wages also inoreased steedily. What
it oomes to is that local ourrenoy amounts do not afford a relisble yard
stisk to msasure values. 8ince the Communists took oontrol in 1949, their
surrency theoretiocally has remained fairly steable but signs of an actual
deprecistion are appearing and suggest that the theeretical stability has
been maintained largely by the prohibitien of private foreign trade; official
exchange quotations mean little or nothing if no une 4e permitted to buy er
soll. For this remson I would hesitute to take present costs in Jen Min Pise
(Communist currency) oomverted into USH at the official rate as velsd. ’

2. In general the rates charged consumers by the power sad light companies ia
the maller cities of China, or at least of the lawer Yengtse valley, tended
to be much the same in one oity es in another. Theee rates were semewhat
higher then tke rates charged in Shanghai, which was very mich larger market
especially for imdustrial ceasumptiem. The spread between Shanghai rates
md the euthors rates was gredually decrvasing hewsver. Becssse of the
repid depreciation of the surrency, all of the cempemies were fereed te
apply comstontly for rate inereasss, mnd sueh spplicatiens fimlly bessmes
routine every three menths. Same of the cempanies were in detter finaneial
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condition than others and did' not really nesd the same rets increases '

but as ‘¢ matter of policy they Joined the weaker companies in the demends

of the latter. The stronger companies then made scae conoessions to.

their own consumere without making formal rate shenzes.

The sosts of the livorq oompenies exprossed in perdcentages of gross

revenue for wages, cost ‘of administration, ‘and depreciaticn did not wvary
greatly between onv amall company and enother, For ressons which are
oxplained below there was a'groat difference in'the cost of fuel a2d -
lubrioants between different aompanise and,as fusl and lu: ricambe oom, idtuted
the major operating oost, whet profite or what losses a sompany nade depeaded
almost entirely on what 4t patd for fuel and lubriosnts. - S .

The Yung Yao' Company's consumption was divided roughly 38% domestie consuption,

. 66% industrial oonsumption and 10% minioipal consumption (street lighting and

mmnioipal bulidings}, The industrial consumption was a higher percent ia
Ningpo than in most of the other small oities. In the latter, domestio and
industrial consumption were Probably about even. Large industrisl oconsumers
were granted disocunts or were sharged a sliding soaie, the charges deoreasing
a8 the oonsumption rose.

All of the companie ated onfuel oil. I have
heard that the Yung Yas Cols piant has been converted to ooal but
I cemnot vouch for thke fast. The Yung Yao Co, being in a g00d finanoial
condition, made a practics of {a) scntracting with ons of the major US oil
companies for all oi 1ts fuei and lubricant requirementa for a year (or
sometimes for two years) forward; {b) 1t then bought US$ forward to pay

for the fuel and iubricants as deliversd, By so doing 1t fixed the prioce
of its fuel and lubricamts in iscael Jurrency at the exchange rate ourremt
ot date of contracting. Because of the rapid depreciation of the Chinese
dollar during 194645 this policy paid handsomely., In faot the ocompany's
profits wore in reality excnangs profits rather than operating profits,

By this method the Yung Yso Co held ite fuel and lubricsnt sosts to approx-
imately 70% of its Br38E revenue. The weaker companies whioh did not have
the oash to settis exchangs forward wers foroed to buy their fuel amd lubrioants
month to month. The result, in URLy cases was that the ocst of fuel amd
lubricants excesied the total EICas revenus, because while rate increases
wore granted, it tcck from thres to six months to gat the inoremses approved
and put into effect. The reveiue,therefore, was beiig collected on the
basis of s0sts aix mouths serliar, and the costs neanwhile hed mounted with
the change in exchange,

Mministrative costs and laber togethor requizred approximately 15X of the
gross revenus,

Depreciation was at varying rates for tuildings and for different olasses
of equipment. Depreciation rates ware set by government suthority and were
the ssme for all companies. Depreciation required approximately SX of the
gross revenue.

Formal texes wore 14zht, the only formsl tax
oollected was the business tax of 10£ of the met profite paid bty all
ocommeroiel end indugtriei saterp rises. HNowever, in eddition to formal

CONFIDENTIAL

Sanitized Copy Approved for Release 2011/07/27 : CIA-RDP80-00809A000600050351-7

- 25X1

25X1

25X1




[

10, -

1.

‘factory profits. Prior to the outbreak of the fighting with Jepan
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-« taxes publio utility companies were expected to conmtribute liberally to

© looal welfare funds. - Farther while the suthorities wore supposed to pay
.. for ourrent suppliod for munioipal use, in fact they nevor d4d soe Im
. the caase of the Yung Yao Co, as salready noted, mnioipal consumption ’

smounted to about 10X of the total,

During the pericd 1946-49 ‘x'mn,v of the companies mde no profits at all " -

beoause of their inability to inorease their tariffs suffioiently promptly

. to mest their mounting costs. Other companies, like the Yung Yeo Op, whioh .
-.oovered fusl and lubrioant oosts bty forward exchange purchases, made satis-

the Yung Yao Cc had paid dividenda of as much as 208, During the post~

- war pre-Oommui st period /I948-457 tie Yung Yao Co ae & matter of poliey
.. roduoed its dividend payments tc eight or ten perdent and wsed the remaine -
. ing profits to inorease its ospitalitation. This was dome in antsisipation

. of the possible nationalizstion of public utilitiese & physieal valuatisn

of the Yung Yeo plaut made in 1948 shoved assets of between UMS and §6

- million &s against & much smaller capitalisation, about USHS00,000 42 I

remember ocorreoctly. In event of nationalization, the gaverment would

‘probably propose to repay the oapital investment to share holders rather

then the physioal value of the assets and it was, therefere, imperative ¢¢
bring the cepitalisaticn more neariy in line with the physieal valuess

I have no informstion on the Yung Yao Co's operations simes the Commwnists
oms into ocontrol, but I have heard & repors that

the oompany has paid a dividend, o semms extreordinary but sy be eorreet.

~and-
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